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Abstract 
The history of certified auditing and audit services in the Latvian market has now existed for twenty years. It is not a long period 
of time when compared to other countries and the history of the audit profession. However, during these twenty years the audit 
profession in Latvia has experienced dynamic development along with a positive trend in the Latvian audit market. 
The main purpose of this paper is to describe the audit profession in Latvia and assess the expected impact of changes on the 
audit market by evaluating audit quality management, mainly focusing on the situation since Latvia’s accession to the EU, with 
particular reference to the problems related to the development of the local audit firms and challenges for the audit profession.
Latvian Association of Certified Auditors together with the Audit Advisory Board play key roles in the successful further 
development of the auditing profession in Latvia by implementing and maintaining robust profession regulations and competence 
requirements, as well as constantly performing the assessment of audit quality. The most critical factor for the further audit 
profession development in Latvia would be the results of the ongoing debates regarding the criteria rising for the companies to be 
mandatorily audited. 
© 2014 The Authors. Published by Elsevier Ltd. 
Peer-review under responsibility of the Kaunas University of Technology. 
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1. Introduction 
The main purpose of this paper is to describe the authors’ recent research on the audit profession’s development 
and role of the Latvian Association of Certified Auditors (LACA) in Latvia, as well as the challenges facing since 
Latvia joining EU. The audit profession began with the foundation of the LACA twenty years ago. Presently the 
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LACA incorporates 172 practicing certified auditors and 154 practicing audit firms. Research shows that the 
application of standards and high quality auditing it is closely related to the audit fee setting and the competitiveness 
of the audit market by understanding of the value-added auditing. As a result of recent economic crisis many issues 
about the relevance of the audit and the trust in the audit profession have raised. Auditors in their work conduct 
number of technical procedures that depend on planning, resources, standard and national legislation application that 
need to be carried out along with his professional judgement. Auditors must plan and perform audit procedures to 
have enough number of evidences to provide a reasonable opinion about his client. The amount of sufficient audit 
work is the measure of the quality and quantity of audit evidence, including risk management and analysis of results 
of audit procedures.  
Auditors’ professional judgments, along with professional scepticism, are essential elements for high-quality 
audits. The term “professional scepticism” is widely used but may mean different things to different organizations 
and individuals. The auditor should not assume that management is neither honest nor dishonest. Professional 
scepticism is defined in the ISAs as “an attitude that includes a questioning mind, being alert to conditions which 
may indicate possible misstatement due to error or fraud, and a critical assessment of audit evidence”. ISAs 
explicitly require the auditor to plan and perform an audit with professional scepticism recognising that 
circumstances may exist that cause the financial report to be materially misstated (Kelsall M., AUASB Chairman 
2012).  
Professional judgment is a process used to reach a well-reasoned conclusion that is based on the relevant facts and 
circumstances available at the time of the conclusion. A fundamental part of the process is the involvement of 
individuals with sufficient knowledge and experience. Professional judgment involves the identification, without 
bias, of reasonable alternatives; therefore, careful and objective consideration of information that may seem 
contradictory to a conclusion is key to its application. In addition, both professional skepticism and objectivity are 
essential to the process and to reaching an appropriate conclusion (Moore G. AAA, 2009). This has come at a time 
when the financial services sector is regrouping after what has been very challenging period for the industry as a 
whole (Craig, Conference 2014: Time to connect). 
Therefore, in order to demonstrate better risk factors that are affecting audit profession and the quality of its work 
in Latvia, the authors’ present their findings based on analysis of expert interviews of year 2013 and 2014 in Latvia, 
and compare their results with worldwide tendencies and situations due to expected reforms in the EU regulations 
which would enhance audit quality, dynamic, process and pronouncement of profession with a major focus on 
professional scepticism.  
As a matter of fact, it is important to understand and consider the main risk factors that exist in this current 
period; for example by choosing audit education, behaviour, communication, auditing standard application, audit 
process time planning, training development in Latvia that are closely connected with legislation of the EU 
regulators in high-profile audit where certified auditors must focus on audit quality, maintaining confidence in 
reported financial statement information. The LACA in this process has one of the main roles by taking through the 
auditors, the auditor practices, the auditor candidates to the EU and national legislation, standards, application and 
monitoring by giving high-level training support by more experienced professionals.  
Together with the given analysis, the paper’s authors’ consider that it is effective to demonstrate the control of the 
Big Four auditor firms – Deloitte & Touche (Deloitte Latvia), Ernst & Young Baltic, KPMG Baltics and 
PricewaterhouseCoopers (PwC) which audited around 77% of all audited companies in Latvia in 2012, and two-
thirds of the global audit market. The Big Four companies have been providing high quality service regarding audit 
fees that they charge, and between these companies there is strong competition in the market and different impact of 
risk factors. That means that the LACA have an important role in Latvia, they need to provide themselves with major 
impact information to understand how the audit process are carried out and provide current auditor practices with the 
needs that currently are vitally necessary for work.  
Niemi L. (2004) has suggested a four segment market model that describes the audit client types and auditors 
with their main characteristics associated with each of the segment of audit market. A model of the adopted version 
of the four segments of the audit market in Latvia is presented in Table 1.: 
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Table 1. The four segments of audit market 
Source: the author's model based on Niemi L., 2004
The role of the certified auditor grows increasingly under the spotlight of the recent global financial turbulence. It 
is vital that the accountancy profession re-examines the role of audit and assurance, and comes up with constructive, 
practical ways which both can improve and continue to benefit businesses, the economy and society in the 21st 
century (ICAEW, electronic resource). 
In each case, the audit committees and independent directors of important companies, have a particularly 
important role to play in foresting the conditions that support audit quality. There are also conflicts of interest for the 
audit to overcome, such as oversight of auditors, audit fee, personal financial interest and business relationship 
between and audit practice and an audit client. (Doty R. J., PCAOB Initiatives). It is equally important to have a 
proper view and understanding of the market and surveillance of certified auditors in Latvia and Europe, where 
regulation of statutory and common standards of the problems in the audit industry and significant risks had been 
taken into account to reach common goals of all the EU Member States. 
Audits in the market conditions, when the audit clients (entities) want to minimize the costs, including the cost of 
the audit services, is a great challenge for audit practices regarding remuneration for audit services, so as to meet the 
expectations of the client and at the same time allowing to perform appropriate audits in accordance with Clarified 
International Standards on Auditing, as well as getting profit. This situation makes the existing auditing practices 
review the principles of the current fees set for the audit services, as well as reviewing the existing principles of the 
audit process. The clients that have an audit are looking for value-added audits; which can allow auditors to attain 
confidence in the market and in public interest. 
To ensure sustainable development and growth of the audit practices, audit firms have to make qualitative 
changes in making the audits more effective and efficient and improving the communication with the clients, while 
at the same time fully meeting the requirements set by legislation and standards.  
What’s more, the current situation in the auditor practice places and work requires higher costs for audit quality 
and high-profile audit, and over control reviewing as well as surveillance from the EU legislation and national 
government part that is mostly due to the 2007 to 2009 financial crisis and high risk insurance costs, taking into 
account the historical trends in Latvia. 
In addition, the paper’s authors’ would like to outline that one of the main challenges in the audit profession is 
new auditors that select this profession. Once more, that means the LACA has an important role in Latvia, as they 
need to provide new auditors with a high understanding of the audit process, the importance of the profession in 
value-added audit. The LACA needs to show the attractive parts of this profession to capture new professionals who 
will take the audit profession seriously and can continue the positive dynamic in Latvia.  
This paper presents general considerations on the study of audit market and auditor profession developments, 
audit quality and audit process related aspects, and cooperation and communication between the certified auditor and 
the entity in currant changing situation in Latvia and elsewhere. These days it is necessary to ensure that the users of 
financial statements have better understanding of the information contained in financial statements, audit practice 
politics, audit fee politics, auditors’ report forms, and meanings in Latvia and elsewhere. 
# Four types of audit clients Main suppliers of audit services Key auditor characteristics 
of audit credibility
1. Multinational clients Big 4 audit practices Global brand name 
2. Large domestic clients All certified audit practices 
excluding sole practitioners  
Capacity, size of client 
portfolio (independence) 
3. Small domestic clients with stakeholders 
to whom auditing is of significance 
All certified audit practices Certification 
4. Small domestic clients with stakeholders 
to whom auditing is of no significance 
All certified audit practices Credibility is not a critical 
factor
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2. Method 
The paper’s authors’ present their findings based on analysis of expert interviews of year 2013 and 2014 in 
Latvia and compare their results with worldwide tendencies and situation due to expected reforms in the EU 
regulations which would enhance audit quality, dynamic, process and pronouncement of profession with a major 
focus on professional scepticism.  
The research methodology is based on the comparative analysis of the requirement set in the documents 
regulating certified auditors in Latvia, the International Standards on Auditing, the International Standard on Quality 
Control, the national legislation and scientific publications and other bibliographic sources related to the audit 
profession. The research introduces literature review, exploratory interviews with experts of Latvian audit market, 
logical analysis and generalization. The expert interviews provide a clear overview of the current situation in the 
audit market in Latvia. The paper also covers the analysis of the authors’ conclusions and explores the latest 
tendencies, recommendations. 
3. Results 
The number of expert interviews the authors conducted in Latvia during the period between 2013 and 2014 was 
14. The authors’ interviewed specialists from the LACA, the Audit Advisory Board, certified auditors, specialists 
from the Big Four auditor firms, professors from the University of Latvia, and LACA education system lecturers. 
These are different groups of specialists that in their everyday work they are closely connected with certified 
auditors and with current situation in the audit market of Latvia.   
The importance of the primary analysis where to found risk factors that affects the audit profession worldwide by 
studding and analysing made studies and research’s, the paper authors’ mark out main challenges faced by audit 
profession in Latvia in these last years when in Latvia we have positive dynamic of certified auditors but not so 
positive confidence in audit reports of large public companies.  
To understand better results, it is important to understand and consider the main risk factors that exist in current 
period by increasing the effectiveness of external audit in financial service and functions by strengthen certified 
auditors independence, role and scope, and their ability to raise risk management issues and are inherent in all audit 
activities.  
There are several factors that design audit culture in the audit market in Latvia with a major focus on values and 
behaviours, taking into account smaller audit practices with limited resources and facilities that have an audit team.  
Together with the given analysis, the paper’s authors’ mark out the main risk factors affecting on audit firms in 
Latvia: economic situation; the criteria under which a legal entity needs an audit; new staff knowledge and auditor 
training; audit process planning and time management; audit evidence research and judgment process; quality of 
justification; identification of fraud risks; audit client management. 
The current economic situation and regulations create uncertainty of existence for small and medium-sized local 
audit firms. Moreover, the EU regulations require enhancement of audit criteria (the company meets the criteria and 
external audit is compulsory). 
The criteria under which a legal entity needs an audit (verification) of financial statements done by certified 
auditor are Balance sheet total: 400’000 EUR; Net turnover: 800’000 EUR and Average number of employees 
during the year: >25. Legal entity in Latvia needs an audit if the entity meets two of the three criteria. 
Since the year 2010 in Latvia the issue of enhancing the criteria of external audit for a legal entity up to the level 
of EU Directive 2013/34/ES Article 3 has gained importance (Balance sheet total: 4’000’000 EUR; Net turnover: 
8’000’000 EUR and Average number of employees during the year: >50). Changing of the existing criteria at this 
moment without any survey and analysis done is risky due to many reasons discussed above. In Latvia the 
application of EU Directive No. 2013/34/ES significantly reduces the number of entities that need an audit of 
financial statements. According to Lursoft data base information certified auditors have issued estimated 891 reports 
for 2012 till 2013, 7158 reports for 2011 till 2012, 6611 reports for 2010 till 2011, and for 2006 till 2007 – 10’600 
reports. So it might be concluded that if Latvia applies the EU regulation criteria its means that there will be only 
around 800 companies (0.39% of all legal companies of Latvia by Lursoft data base information for 2012) that 
complies with two of the three criteria and are in need of an external audit. 
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In addition, the paper’s authors’ would like to outline a recent research which was carried out by the LACA – 
The audit market development in Latvia (February, 2014), with the aim to inform about the current situation. It 
describes that audit firms are usually profit making entities and the profitability of an audit firm is usually linked to 
the relationships between the audit criteria, the audit clients, the audit fees charged and costs involved in the 
gathering of sufficient and appropriate audit evidence. The actual audit criteria can be affected by many other factors 
such as EU regulation, entity number that needs an audit, competitive forces, an audit firm’s cost base, experience, 
financial return, provided audit quality management. 
4. Discussion/Conclusions 
The paper contributes to a better understanding of the changes and challenges facing the audit profession in 
Latvia. The results of the research may be used in the future investigations and will be presented to the LACA to be 
used for future trainings and meetings with professional auditors. The conclusions and recommendations are based 
on empirical study, which is based on the results of the expert interview analysis.  
It is necessary to analyse and compare the experience of other countries concerning determination of the 
corporate audit threshold, due to the size and eligibility to the criteria. The Latvian audit industry outlook is subject 
to legislative regulation and standards in use. Developing new regulations and adopting EU laws and applying them 
to the Latvian situation, the Cabinet of Ministers, together with the Ministry of Finance and audit supervisors should 
carefully assess the effectiveness of the legislation regarding the Latvian situation. In order to facilitate negotiations 
of small and medium-sized audit firms in large projects it is necessary to see the essential earning from mutual 
cooperation between audit firms and the experience of the professional auditor. 
The paper suggests some proposals and recommendations for further studies. Future research should also 
investigate issues relevant to specific situation in Latvia. The goal of such studies would be to identify critical 
factors by identifying those that appear most important in explaining risk factors for the audit profession in Latvia; 
such studies could also identify gaps in the audit market. 
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